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Abstract 
The Chinese government implemented a new regulation in April 2010 for the purpose 
of regulating and suppressing real estate speculation and maintaining a healthy and 
sustainable housing market in the long term. This policy proposes to increase the 
minimum down payment for purchasing second homes. First-home buyers must 
deposit a minimum of 30 percent down payment for purchasing properties of over 90 
square meters. Buyers of second homes with areas less than 90 square meters must 
make a minimum of 50 percent down payment, and loans for the purchase of third 
homes have been temporarily suspended. The impacts and effectiveness of the policy 
were challenged and argued about by various groups associated with the housing 
market. This paper studies the results of a survey on the impact of the new regulation. 
The market performance is then analysed using the case of Guangzhou. Finally, 
elements that affect house prices and the future direction of house prices will be 
estimated from the demand for and supply of housing in the marketplace. The study 
suggests that the new regulation is effective in preventing speculative activities and 
that house prices in Guangzhou will decrease in the short term. 
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THE IMPACTS OF ANTI-SPECULATION POLICIES ON HOUSE PRICE 
MOVEMENTS: THE CASE OF GUANGZHOU, CHINA 
 
 
China is one of the most populous countries, having a population of 1.35 billion 
people. It implemented economic reforms and opened its market to the world in the 
early 1980s. Its economy has been growing dramatically since then, especially from 
the 1990s, and is currently among the biggest in the world (GPG, 2010). Figure 1 
shows the growth trend of the Gross Domestic Product (GDP) in China over the last 5 
decades in US dollars. The GDP in 2008 was US$4,327 trillion, which represents 13 
and 3.2 times the GDP in 1988 and 1998 respectively.  
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Figure 1. Gross Domestic Product in China. (Source: World Bank, 2010). 
 
Residential housing in China has traditionally been characterized by a highly 
centralized planning system in housing investment, supply and distribution (Ye, 2007), 
in which houses were provided by the government or associated enterprises where 
members of the household work. When the Housing Provident Funds (HPF) was 
introduced in 1994, residential houses started to be traded freely and actively in the 
market (Li & Yi, 2007). The HPF is a scheme that encourages workers to save a 
portion of their income for home purchase, such as for down payment, monthly 
payment and building repairs. Employees must contribute 5 percent of their monthly 
income, and their employers must match that amount. The employees are allowed to 
simultaneously borrow from the HPF and commercial banks for home purchase, and 
the remaining funds cannot be withdrawn unless they retire, die, or move company 
(Ministry of Finance, PR China, 1994). There were 80 million workers in the HPF 
scheme by 2004, and they had saved 630 billion yuan, or $US76 billion (Global 
Property Guide, 2010). This caused a dramatic increase in home ownership in China. 
Housing is an important asset or “home” for Chinese people, driven by Chinese 
cultural attitudes (Chovanec, 2009a; Ronald, 2008). This attitude contributes to home 
ownership, particularly for men seeking a wife (Zha, 2009; Yu, 2010).  
The higher demands for home ownership have strongly boosted residential house 
prices in China. Real prices more than doubled over the past decade, appreciation 
rates escalating at the beginning of 2007 and then again in early 2009. The house 
price index for the period January 2006 to October 2009 (Figure 2) and the changes of 
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house prices in China (Figure 3) have demonstrated strong growth in the housing 
market. The most recent data show a record 41 percent (annualized) growth rate for 
the first quarter of 2010. 
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Figure 2. House Price Index in China from 
January 2006–October 2009. (Source: NBSC) 
Figure 3. China’s housing markets (1994–2010). 
The National Bureau of Statistics (2010) indicates that housing prices have increased 
9.3 percent in China’s 70 cities since August 2009 and 11.7 percent over the same 
period last year, reaching a record high since 2005, when monthly housing price 
statistics first became available. In the first ten months of 2009, the volume of sales 
for all types of property was nearly 80 percent higher than for the same period the 
previous year. Floor space sold rose 48 percent, activity being the most chaotic in the 
country’s major cities.  
According to the China Real Estate News in May (2010a), house prices to income 
earning ratio in 2009 reached 8.03. The ratio exceeded 14 in Beijing, Shanghai, 
Shenzhen, Hangzhou and some second-tier cities. In Beijing, the capital city, urban 
residents had 24,725 yuan (US$3,689) per capita, and an average household 
disposable income of 64,285 yuan (US$9,591). An average family household 
residential area of 90 square meters costs 1.6 million yuan (US$238,720), according 
to the average price of Beijing housing in November 2009; i.e., 17,810 yuan per 
square meter. The price earning ratio is 25:1 or the equivalent of 25 years of family 
disposable income (China Real Estate News, 2010b).  
 
A sizable portion of new lending has flowed into real estate. Total financing for all 
real estate developers grew some 43 percent in the first 10 months of 2009, to 4.4 
trillion yuan. Mortgage lending jumped by a spectacular 120 percent, to more than 
616 billion yuan (US$91.8), and lending to property developers rose by 50 percent to 
just over 911 billion yuan (US$135.8) (Knowledge at Wharton, 2009). 
 
Housing plays an important role in the social, economic and welfare system in a 
country. Ownership of housing has become one of the key welfare issues (Groves et 
al., 2007). A higher housing price reduces home ownership and thus may distort the 
welfare provision, social stability and economic development. Scholars are debating 
whether bubbles are exiting in the Chinese housing market. Though the World Bank 
confirms that there is no property bubble in China (Oliver, 2009), many contrary 
claims are based on the facts of higher vacancy rate (Javers, 2009; Powell, 2010), high 
price to income ratio (Xu, 2009) and high price to rent ratio (Veneziani & Weisenthal, 
2010), as well as a weak secondary property market in China (Chovanec, 2009b). To 
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prevent a potential concern for a property market crisis, the Chinese government 
adopted intervention by producing anti-speculative regulation policies. 
 
Research Methods 
Forty years ago, the methodology of policy study was well researched. Cook and 
Scioli (1972) developed a research strategy for measuring policy impacts based on the 
principles of experimental design methodology. Three approaches were identified by 
Yin and Heald (1975) with regards to policy studies: propositional method, cluster 
method and case survey method. The propositional method works best when previous 
studies have been organized along a similar experimental paradigm. Conclusions are 
drawn from comparison between the previous studies and new findings. The cluster 
method is most effective when previous studies have produced large amounts of 
original quantitative data that can be aggregated and reanalysed. The case survey 
method works best when the studies consist of a heterogeneous collection of case 
studies. Case study research on policy is continually advocated. According to 
Hancock and Algozzine (2006), case studies produce in-depth knowledge of a policy 
within a narrowly defined framework and provide an understanding of both policy 
processes and outcomes. The method is an essential tool for understanding why a 
policy is enacted, how it is implemented, and which factors contribute to its success or 
failure.  
 
The aim of this research is to uncover the impact of the anti-speculative policy issued 
by the Chinese government on house prices, by examining housing price 
performances before and after the policy was issued. The research question is: Does 
the anti-speculative policy achieve the desired objectives for which it was designed? 
Due to the variation in housing and market conditions across provinces and cities in 
China, and the potential implications of these differences for the implementation of a 
housing policy, the study was limited to studying the impact of the housing market in 
Guangzhou as a case study. The impacts of the policies through (a) utilising 
secondary survey data to understand how purchasers view the anti-speculative policy; 
(b) an investigation of experts’ opinions which are searched randomly in publications 
on the Internet; and (c) a case study comparing housing price performance before and 
after the issued policy in Guangzhou. The discussion and analysis of the impacts of 
housing policy then are concluded.  
 
 
Government Policies on Housing Market in China 
Housing policies and systems of provision and finance in mainland China are 
different from those of other East Asian societies, such as Hong Kong, Singapore and 
Japan. According to Ronald (2008), both Hong Kong and Singapore show aspects of 
British housing policy, as they were British colonies. Singapore has developed an 
intense and highly controlled system of ‘public-home ownership’, whereas Hong 
Kong demonstrates a more managed approach to housing system development and 
has a large public rental sector. Home ownership was central to post-war housing 
policies in Japan. 
 
In mainland China, there are five stages of the reform process in the housing system. 
The first is massive public housing stock provided mostly for free as a component of 
social welfare by government institutions and state-owned enterprises, also called 
Welfare Allocation Period (1949–78), or a government-invested-and-run-welfare-
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housing system (Lou & Palomar, 2006). Under this old system, land could not be 
granted or transferred. There was little incentive for housing investment and 
improvement, since the nominal rent collected did not even cover the cost of basic 
maintenance (Deng et al., 2009). The second stage (1979–87) of housing reform 
focused on testing various measures such as rent adjustment and privatization of the 
existing public stock (Wang & Murie, 2000), also called the Experiment Period (Ye, 
2007). A policy Implementation Plan for a Gradual Housing System Reform in Cities 
and Towns opened up a nationwide comprehensive housing reform in China for the 
period 1988–98. During that time, public housing started to be sold to the sitting 
tenants at heavily discounted prices. Both supply- and demand-side programs were 
created to facilitate the development of a housing market under the framework of The 
Decision on Deepening the Urban Housing Reform issued in 1994. A multilayer 
housing provision system for different income groups was established. For example, 
Economical and Comfortable Housing (ECH) subsidized middle- and lower-income 
households so they could purchase affordable housing. The HPF was also created for 
financing house purchases. Private investment in housing was encouraged.  
 
Immediately after the Asian financial crisis in 1997, the Chinese central government 
in 1998 issued a significant policy: A Notification from the State Council on Further 
Deepening the Reform of the Urban Housing System and Accelerating Housing 
Construction, for the purpose of prohibiting enterprises from building or buying new 
housing for their employees. Most urban households began to purchase housing 
developed by private sectors, and China finally established the mechanism on open 
trade housing market (Deng et al., 2009). The effect of the policy was that China’s 
annual investment in real estate averaged about 746 billion yuan (US$111.3 billion), 
or about 7 percent of the nation’s GDP from 2000 to 2004 (Ye et al., 2006). 
Homeownership and urban residents’ living conditions also significantly improved 
(Feng, 2003). 
 
Purchasing housing for living and investment became a much-debated topic and a 
common occurrence in Chinese families. Since housing prices soared crazily in 2007, 
the government implemented measures to prevent and deflate the bubbles in the 
housing market. The tighter housing policies included new property taxes and tighter 
lending conditions. Foreigners were allowed to freely own property in 2001. However, 
under the new policies, foreigners have restricted ownership unless they have worked, 
studied or lived in China for more than one year, and the property can only be used 
for personal purposes and not for rental. The increase in house prices slowed down in 
the first half of 2008 and fell in the second half of 2008 (3.2 percent in real terms in 
Beijing) during the global financial crisis (Global Property Guide, 2010).  
  
In response to the global crisis, the Chinese government produced stimulus programs 
including: 
• A four trillion yuan (US$585 billion) stimulus package was allocated for a 
housing and infrastructure project, manufacturing, education and industry in 
November 2008; 
• Local governments were allowed to issue 200 billion yuan (US$27.6 billion) 
in bonds through the Ministry of Finance; 
• The property deed tax rate was reduced to 1 percent from 1.5 percent for first-
home buyers purchasing less than 90 square meters; and 
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• 5.5 percent business tax could be exempted for selling residential property 
held for more than two years. 
 
Buyers took advantage of looser lending conditions and lower interest rates, and 
developers were able to acquire loans because of the lowered capital requirements. 
The residential property market responded quickly, and property prices in Shanghai 
increased by 19 percent from March to July 2009 (Wang, 2009), for example. 
 
A rapid rise in housing price due to a huge demand in the marketplace has created not 
just an economic problem but also a problem of social stability and housing 
affordability. To cool down the overheated real estate markets and speculative 
activities, A Notification from China’s State Council on Enhancing Stable and 
Healthy Development in the Real Estate Market was issued on 17 April 2010 (China 
State Council, 2010). The notice requests raising the down payment on home 
purchases to 50 percent of the purchase price and 30 percent for homes bigger than 90 
square meters for first-home buyers. Interest rates on loans for second houses will be 
no lower than 1.1 times the benchmark rate, and there is a temporary suspension on 
loans for the purchase of third properties. The notice also requests a hold on all loans 
to borrowers who cannot provide proof of a year or more of local tax or social 
insurance payment (Weinland, 2010).  
 
The State Council, the central government’s main administrative body, is chaired by 
the heads of some 50 ministries operating on the national level. Provincial 
governments are allowed to formulate detailed implementation guidelines based on 
their different segment market conditions. Beijing, Shenzhen and Guangzhou have 
already taken measures to restrict the number of houses a household can own.  
 
Beijing was the first city in China to issue its own restrictions on home purchases in 
late April 2010, stating that households in the capital were allowed to buy only one 
additional home. Shanghai is the latest city in China to exercise measures for curbing 
speculative demand in the property market (Fung, 2010). One family is restricted to 
having one home, which means a family unit consisting of parents and their child, 
excluding an adult child (Chong, 2010). The city government has also produced 
measures such as boosting land supply (at least 70 percent of total residential land 
supply) to public housing and small- to medium-sized home construction, as well as 
differentiated credit policies and tax changes, such as raising the developer’s land-
appreciation tax based on the sales price of a property, to 2–5 percent from 1 percent 
(Fung, 2010). The policy has no specific timeline.  
 
Guangzhou has the most flexible lending rules, issuing a Property Control 24 
Measures on 21 May 2010 that included increasing the supply of land and an 
inventory of vacant land, increasing construction of affordable housing, increasing 
market supervision, etc. However, the measures did not involve curtailing demand. 
For example, Shenzhen also introduced property control rules but has not limited the 
number of families that can purchase commercial housing (China Real Estate News, 
2010d).  
 
It has been claimed that the increased loans for second homes are the highest since the 
government began policy regulation of the commercial housing market in 2003 
(Weinland, 2010). There are also concerns that the policy to tighten second-home 
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purchases is hard to implement due to the independence of housing registration and 
banking systems (Li, 2010). In China, housing registration is not linked with 
provinces or with the banking credit system or the marriage registration system. It is 
hard to prevent people from buying second houses in different provinces. In many 
cases, a house is registered to a single owner instead of a married couple. However, a 
divorced person who owns half of a house will be treated when he or she applies for a 
loan as if it was for a second property. 
 
Some policies have also aimed to regulate developers. On 11 March 2010, the 
Ministry of Land and Resources issued a directive stating that developers must make a 
50 percent down payment on land at auctions within one month after signing a 
contract, or they will lose the land and their deposit. The new regulations are designed 
to punish property developers who deliberately raise housing prices by delaying the 
proposed sales dates. The Ministry of Housing and Urban-Rural Development has 
pledged to order developers not to take deposits for sales of uncompleted apartments 
without proper approval. Developers must disclose to the public all apartments after 
getting pre-sale approval (Wang, 2010). 
 
 
Market Effects of the Policies 
Effects of the policies can be studied through survey results, expert opinions and 
housing price performances before and after the policy.  
 
Survey Results of the Policies 
Home-buying activity in some areas has cooled following the central government’s 
nationwide tightening measures on April 2010. The average daily sales volume in 
Beijing during the first week of October fell to 134 units from 550 units in the last 
week of September. In Hangzhou, average daily sales dropped to 121 units from 452 
units in the previous period (Deutsche Bank, 2010). A new survey (China Real Estate 
News, 2010c) suggests that 88.9 percent of users believe that house prices did not fall 
in Guangzhou.  
 
The China Real Estate Research Center (CRERC) has conducted a survey that studies 
the degree of satisfaction with the new real estate policies in China for the period of 5 
April to 7 May 2010. More than 1,000 home purchasers participated in the survey. 
Table 1 shows part of survey results on property policy. 70.04 percent of home 
purchasers support the policy on limitation of second-house purchasing and 
restrictions on purchasing a third house; 66.5 percent of purchasers also support the 
down payment of 30 percent for homes bigger than 90 square meters. Most of the 
purchasers (58.37 percent) agree that the lending policy has affected demand, 66.56 
percent of the purchasers supported the land and tax policy, and 58 percent agreed that 
the policy will reduce speculation in property. Close to 50 percent of the purchasers 
believe that the policy will deflect some pressure on house prices. Table 1 summarises 
part of the statistics on satisfaction with the new policy. 
 
Ten experts and developers were also included in the survey. Fewer than half the 
experts agreed that the policies that limited the second and restricted third home 
purchase, as well as the formulation of property tax, will deflect housing prices and 
dampen speculation. However, developers seem positive about the policies that will 
affect housing prices.  
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The survey results indicate that purchasers support the anti-speculative policies 
regulating housing markets. The message is that purchasers acknowledge the 
sustainable increase in housing prices and the need for government intervention. 
However, whether the policies achieve the desired objectives for which they were 
designed is questionable, as more the half the participants think that the policies may 
not effectively deflect the housing prices. 
 
Table 1  
Part of Survey Results on Property Policy  
Policies Purchasers Experts Developers 
Support for the policy on limited 2nd and 
restricted 3rd home purchase 
73.04% 47.62%  
Support for the policy on down payment on 
home purchases to 30 percent for homes 
bigger than 90 square meters. 
66.5%   
Limited 2nd and restricted 3rd home 
purchase will reduce demand in the market. 
58.37%   
Limited 2nd and restricted 3rd home 
purchase will deflect housing price. 
39.82% 47.62% 63.64% 
Down payment on home purchases to 30 
percent for homes bigger than 90 square 
meters will reduce demand in the market. 
44.82%  68.08% 
Support for the policy on formulation of 
property tax. 
66.56% 81.85%  
Formulation of property tax will dampen 
speculation. 
45.97% 46.61%  
(Source: CRERC, 2010) 
 
Experts’ Opinions on the Policy 
The opinions of eight real estate experts were randomly selected from newspapers and 
websites. Experts argued for and against the new housing policies and the effects of 
tightening policies issued by the Chinese government. Reactions to the new policies 
are mixed. 
 
According to Li Shaoming (2010), a Beijing-based analyst at China Jianyin 
Investment Securities Co, there must be some effects on housing prices if the policy is 
implemented effectively. He said that the tax policies may follow if those measures 
fail to produce evident effects. 
 
The new policy aims at restricting housing demands by administrative orders, 
especially the demands from non-owner-occupiers. Song Hui Yong (2010), Director 
of the Research and Consulting Department, Shanghai Centaline Property Consultants 
Limited, claimed that it is impossible for residents to enter the housing market now. 
He pointed out the policy will be effective when increasing housing supply to balance 
the higher demand on housing.  
 
Professor Yan Jinming, a land management specialist at Renmin University in China, 
said that it is the first time that the central government has produced comprehensive 
measures to balance land supply and demand, which will effectively cool the 
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overheated real estate market. He also said that “the series of measures gives residents 
confidence in the domestic housing market and curbs speculation in the country’s 
major cities.” 
 
According to Fitch Ratings, the recent policies are expected to moderately cool the 
market sentiment, in line with the government’s goal of deflating bubbles and 
ensuring the property sector’s long-term healthy development. Michael Wu, a director 
in Fitch’s Asia-Pacific corporate team, advised that the recently announced policies of 
curbing lending on second or additional residential property purchases will reduce 
demand from investors and speculators who may find it more difficult to finance their 
purchases. 
 
Ha Jiming, Chief Economist at China International Capital Corporation, suggested 
that the measures will curb housing demand and reduce medium- and long-term risks 
for China’s economy and the financial sector, but more reasonable lending rates are 
needed to deflate the housing bubble in the long term.  
 
Deputy Secretary-General of the Beijing Real Estate Association Chen Zhi advised 
that speculation is the main reason behind high house prices in Beijing, and housing 
has become more unaffordable for many. 
 
House sales in some major cities have started declining as potential home buyers 
expect prices to fall in the wake of the tightening measures. In the week ended 25 
April 2010, sales of new homes in Shenzhen tumbled 60 percent from the previous 
week (Wang, 2010). 
 
Hansei Real estate expert Wang Jianlin claimed that housing prices in Guangzhou will 
fall 10% in 2010 due to falling demand after a strong price growth in 2009.  
 
The above opinions indicate that experts acknowledge the overwhelming housing 
market and support the new housing policy issued by the government. They seem to 
believe that the policy will produce some effects on the housing market. However, 
concerns are also implied in their opinions that the policy may not be sustained, as 
strong demands on the housing market may dilute the effectiveness of the policy.  
 
 
Housing Price Performances: The Case of Guangzhou 
Guangzhou, the capital of Guangdong Province, located in southern China, is the 
country’s third largest city after Shanghai and Beijing. The housing market in 
Guangzhou has gradually developed to become open, transparent and efficient. Figure 
4 shows statistics on the average residential house price trend from 2003 to 2010 
(October onwards) and the percentage increased from the previous years, as provided 
by the Land and Property Bureau of Guangzhou. It shows that the average housing 
price per square meter in 2010 increased by 184 percent or 1.84 times the price in 
2003. Housing prices have demonstrated a rapid increase every year. The average 
selling price of new houses was 9,338 yuan (US$1,393) per square meter or a 7 
percent increase over the previous year and a 44 percent increase from 2006.  
 
The prices were relatively flat in the first half of 2009, due to the effect of the global 
financial crisis (Figure 5). The Chinese government produced a stimulus package, and 
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the prices rose again towards the end of 2009 and early 2010. It was reported that the 
average price of housing in six main districts in Guangzhou rose to 14,000 yuan per 
square meter, double that of the last five years (Southern China Newspaper, 2010). In 
2009, the sale of both new and existing houses soared. There were 29,608 transactions, 
an increase of 90.7 percent, and the sale of existing houses increased by 53.7 percent 
for the same period from the previous year. 
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Figure 4. House price per square meter trend in Guangzhou. 
 
 
In April 2010, the new housing policy was announced. The Guangzhou housing 
market fell by 23 percent, from 12,955 to 10,000 yuan per square meter, after the 
policy was issued, from that of May to June 2010 (Figure 5) and increased again from 
September. The trend is similar for existing houses. According to Zhang et al. (2010), 
three possible reasons for the rising prices in Guangzhou are: 
a) more choices from the available housing stock; 
b) house prices have been adjusted from the new policy to purchasers’ affordable 
level; 
c) commencement of the Asian Games in November 2010.  
 
Have the policies deflected housing prices effectively? What are the impacts of the 
anti-speculative housing policies? The aim of the anti-speculative housing policies is 
to stabilise housing prices by curbing speculative activities. How the anti-speculative 
housing policies affected housing market depends on the market performances, i.e., 
housing price, trading volume and new construction. 
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Figure 5. Monthly housing price in Guangzhou 2009-10. 
 
 
Effectiveness of the Policies 
The policies are considered effective when their objectives are achieved. As shown in 
Figure 5, there is evidence of effectiveness on the government interventions. One was 
the GFC stimulus programs when government aimed to rescue the housing market 
from falling in the track of recession. Housing prices rebounded effectively from 
negative 14 percent in January 2009 after the announcement of the stimulus program. 
The recent policies were issued in April 2010 for the purpose of dampening anti-
speculation activities. The housing price was 11,511 yuan and 12,955 yuan per square 
meter, or a 13 percent increase, from April and May 2010. The price decreased to 
10,000 per square meter, negative 23 percent in June 2010, since the issue of the new 
policies. Demands for housing have been reduced as buyers of second and third 
houses are limited by the administrative order and by the increase of loan deposits. 
House trading volume was less frequent, and the housing price was stabilised for a 
few months. However, developers were forced to pay higher tax on sales and 
restricted from collecting money from presale unless they obtained prior approval. As 
fewer developers are able to put down 50 percent of the deposit on land auction, land 
price inflation may be controlled. However, it is questionable whether the effects of 
this policy can be sustained.  
 
Ineffectiveness of the Policies 
It is widely accepted that house prices are determined by the demand for, and supply 
of, houses in the property market. The demand for housing depends on national 
economic factors such as GDP and interest rate, and local elements like population, 
household income and employment (Reichert, 1990). Expectations about the future 
direction of the economy affect current demand (Ge & Lam, 2002). Housing price 
appreciation stimulates investment demand for houses and leads to speculation (Case 
& Shiller, 1990; Levin & Wright, 1997). Government policy, inflation, interest rate 
changes and rate of return on property all have significant effects on consumer 
confidence and the demand for housing (Wheeler & Chowdhury, 1993).  
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In Guangzhou, the current population is 10.3 million, and it is expected to increase to 
15 million in the next 20 years. Economic growth has been maintained between 11 
and 15 percent each year (Figure 6). The Guangzhou government planned to invest 
25.37 billion yuan (US$3.82 billion) on fixed assets and infrastructure in 2010. The 
per capita disposable income has also remarkably increased over the last decade and 
reached 27,610 yuan (US$4,120) in 2009 (Figure 7), according to the primary data 
from the local municipal statistics bureau. By the end of 2009, total savings including 
foreign currency in Guangzhou was 1.6929 trillion yuan (US$254.9 billion), and total 
residential savings was 686.7 billion yuan (US$103.4 billion), though the 
unemployment rate increased to 4.2% in 2010 (Figure 9). Chinese people have the 
good habit of saving money. There are fewer instruments available for investment in 
China. Many people thus prefer to invest in the real property market to gain capital 
return and guard against inflation. Given the constant increase in population and 
income, in particular, the interest rate remains low at 5.94 percent in 2010 (Figure 8) 
for loans of five years, a higher demand for housing will be expected. The policies on 
the restriction on buying second and third homes may reduce the trading volume on 
houses. However, it may only have temporary effects, as housing prices will be under 
demand pressure to rebound rapidly, given the same housing supply. 
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Figure 6. Guangzhou’s GDP in Recent Years. 
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Figure 7. Guangzhou’s per capita income. 
Source: Guangzhou Statistical Yearbook, various issues. 
 
On the supply side, land supply and interest rate play a role in housing price 
movements (Peng & Wheaton, 1994; Ho and Ganesan, 1998; Ley & Tutchener, 2001). 
Ge and Lam (2002) built a housing price model for Hong Kong and suggested that 
household income, population, land supply and government policy are important 
factors contributing to house price movements in Hong Kong.  
 
 
Figure 8. Interest rates in China. 
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Figure 9. Unemployment rate in Guangzhou 
Source: Guangzhou Statistical Yearbook, various 
issues. 
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The average supply of new houses in Guangzhou over the last 10 years has been 
maintained at 3.5–4.5 million square meters. Only 26,339 houses were presold that 
were approved by the government in the first half 2010, totalling 2.94 million square 
meters, 14.1 percent less than the same time in previous year. The new policies also 
include restrictions on developers who must have half of the capital for land deposit 
and take not deposits for presales without approval. The measures have resulted in 
developers lacking motivation and making it impossible for real property 
development and construction, thus reducing chances of speculation on land and 
raising selling prices. However, the imbalance in demand for and supply of housing 
will be worse and cause further pressure on house prices due to lack of construction. 
 
As a result of the current policy constraints for home ownership, continual increase of 
average income, low interest rate, relative low unemployment with gradual population 
growth in Guangzhou, as well as short supply, the demand for housing will be 
maintained. The housing market in the short term would likely be stable; however, in 
the long term, housing price would be expected to rebound dramatically.  
 
 
Conclusion 
This paper has studied housing market performance in China, in particular the city of 
Guangzhou. The study also describes the evolving housing policies for the last five 
decades in China. The impacts on housing price and construction from the recent 
tightened housing policies are discussed. It was found that housing prices decreased 
rapidly, from 12,955 to 10,000 yuan per square meter from May to June 2010, i.e., 
23% lower than in the previous month after the anti-speculative housing policies were 
released in April. The prices have stayed around 10,000 yuan level for about three 
months, and then under pressure rose again. The market evidence suggests that the 
policy was effective in dampening an increase in housing prices. Second- and third-
home purchasers were restricted from the housing market through raising the amount 
of down payments. Developers found it difficult to access land and cash from presales; 
thus, land speculation could be prevented. However, the effects of the policies may be 
sustained because of stronger demand pull factors and shortage of housing supply to 
meet the high demands for housing. The survey results of the China Real Estate 
Research Center and experts’ opinions indicate a need for government to implement 
anti-speculative policies. The results also revealed concerns and doubts whether the 
policies could actually work well to stabilize the housing price. The study of the 
Guangzhou housing market performance suggests that recent housing policies could 
affect housing price, which may remain relatively stable in the short term. However, 
in the long term, housing prices will rebound, when there is an imbalance of demand 
for and supply of housing. The sustainable high prices reduce homeownership and 
housing affordability. The housing policies focusing on administrative order alone 
may be not the best for the current market condition. Instead, a housing policy that 
works with the increasing housing supply and combines monetary and fiscal 
instruments that lead to dispersed purchasing housing in different periods could be 
suggested. Further study is needed in this area. 
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